Using Fama and French's (2001) methodology, this paper attempts to shed light on dividend policy and propensity to pay cash dividends implemented by U.S. commercial banks as a possible alternative choice for dividend-seeking investors. The results show that most banks pay dividends at increasing rates, more banks have started paying dividends, while a few have stopped paying dividends. The findings also indicate that the main explanatory variables in predicting cash dividends are: the total assets, return on equity, and equity to liability ratio.
Introduction
Since the publication of the seminal paper on the irrelevance of dividend policy by Modigliani and Miller (1961) , the dividend policy of firms has been one of the most important classical research topics in the finance literature. Fama and French (2001) provided empirical evidence that the relative number of dividend-paying firms has been decreasing over the last few decades. This is in part due to the changing characteristics of publicly traded firms. Start-up firms with low profitability and strong growth opportunities have developed a tendency to avoid initiating dividend payments. Regardless of this changing characteristic, a tendency has also been found for firms to be less likely to pay dividends. DeAngelo, DeAngelo, and Skinner (2004) stated that the evidence of decline in the number of dividend payers is confined to industrial firms and is not applicable to financial/utility firms. They also show that the number of dividend payers from financial/utility (industrial) firms has increased (declined) by 9.5% (58.9%) and that the banking industry accounts for 11.20% of the total market capitalization of all dividend-paying firms, and the dividends paid by them account for 14.64% of the total dividends paid by all public firms. Acharya, Gujral, and Shin (2011) have pointed out that banks continued to pay large dividends to their stockholders even after the 2008 economic crisis, "despite expecting large credit losses, breaching the principle of priority of debt over equity. This type of behavior can lead to default, and should therefore be avoided by banks".
Empirical evidence indicates that the dividend policy for banks is quite crucial. It signals quality in a banking environment that is best characterized by significant information asymmetry (Miller and Rock, 1985; Bessler and Nohel, 1996; Boldin and Leggett, 1995; Slovin, Sushka and Polonchek, 1999; Cornett, Fayman, Marcus, and Tehranian, 2011) . Onali (2012) discusses the multidimensional aspect of the asymmetric information problems faced by banks and bank customers, shareholders, and examiners. This problem is an important aspect in hypothesizing that banks are different. Banks' shareholders usually expect regular dividends from these financial institutions as these institutions are perceived to be highly liquid. Frequent announcements of stable or growing dividends may therefore be utilized by banks as a means for providing positive information about the bank's solvency to all stakeholders. Hence, dividends provide some positive information about the bank's current success and about the future viability of the bank and vice versa.
We believe that the dividends policy of banking sector deserve to be studied in depth for several reasons. First, the large size and the growing dividends paid by banks (DeAngelo et al. (2004) , and Acharya et al. (2011) ). Second, and according to Baker et al., (2008) , the critical role financial firms habitually play in capital markets given their large market capitalization ratios in all financial markets all over the globe. Third, because of what Slovin et al. (1999) refers to as "contagion and comparative effect" of dividends paying banks where they examined the effect of the event of dividend paying at one bank generates externalities for the banking industry. We argue that the contagion effect of dividends paying large banks may have an effect on dividend payment behavior of non-financial institutions. Finally, and given the large number of banks' stakeholders than any other institution, banks may have stronger incentives to send reliable signals through dividend payouts about future profitability. Failing to do so could lead to losing depositors' confidence in banks, which could generate widespread bank runs (DeAngelo, DeAngelo, and Skinner (2000) , and Baker et al., (2008) ).
The main objective of this paper is to determine underlying variables used by U.S. banks to formulate dividend policy. For achieving the objective we are employing the methodology used by Fama and French (2001) . To compare the results of this paper with Fama and French's results, the time period used for analysis in this paper is 1993-2000; which is the same as the latest study of Fama and French (2001) .
Previous Research
Given the real scarcity of literature directly related to this topic, we use the literature that is relevant to the research question that comes from other related research areas of corporate finance and other regulated institutions. Smith (1986) and Moyer et al (1992) examined the regulatory effect on dividend policy. Their results show that regulated firms use dividends as a means of subjecting the utility and the regulatory rate commission to market discipline. Dividend policies adopted by these firms are determined as a response to changes in policies adopted by regulatory commissions. Akhigbe, Borde, and Madura (1993) measure the effect on common stock prices in response to dividend increases for both insurance firms and financial institutions and compare the effects to unregulated firms. They find that the stock prices of insurance firms react positively to increases in dividends over a four-day interval surrounding the announcement. Their results show that the market reaction for each subsample of Insurance Corporation is greater than the market reaction for financial institutions. Their results support that the market reaction is mostly determined by industry-related, rather than firm specific, variables. Boldin et al (1995) found that there is a positive relationship between banks' dividend per share and banks quality rating, and a negative relationship between the dividend pay-out ratio and banks' quality rating, concluding that a bank's dividend policy yields information about the bank's quality. Collins, Saxena, and Wansley (1996) compared the dividend pay-out patterns of regulated firms with those of unregulated firms. Their findings don't support that the financial regulators' role is one of agency cost-reduction for equity holders. Utilities, on the other hand, are different. They alter their dividend pay-out in response to changes in insider holdings. Moreover, for a given change in insider holdings, this policy change is more significant than the change for unregulated firms. Slovin et al. (1999) examined excess returns to both announcing and rival banks. The results indicate that dividend reductions generate negative common stock returns for all announcing banks, and significant reduction in preferred stock prices of announcing banks, even though there are no concomitant changes in preferred stock dividends. Fama and French (2001) argue that firms with high profitability, good investment opportunities, and larger size tend to pay more than other firms. The three characteristics considered by Fama and French match the characteristics of banks, which are mostly large in size, highly profitable, have better investment opportunity sets, and are highly liquid. Baker et al., (2008) examine the perceptions of managers of Canadian firms listed on the Toronto Stock Exchange to determine whether views differ when partitioned into financial and non-financial firms. Their results suggest the existence of industry effects where the perceptions of managers from financial versus non-financial firms differ on the importance of various factors influencing the dividend policy of their firms. Cornett et al., (2011) document a positive relationship between a bank's performance (in terms of profitability, capital adequacy, asset quality, operating efficiency, liquidity and growth) and dividends' initiation and between dividends' initiation and both takeover likelihood and merger premium, a conclusion that supports the signaling role of dividends. In their attempt to analyze the contagion effects of dividends reductions in the US banks. Onali (2012) found that banks that are close to depleting their capital (with low capital to total assets ratio) pay more dividends to their shareholders, arguing that dividends are used to shift risk from banks' owners to taxpayers. These findings are fully consistent with those of Acharya et al. (2011) . Akhigbe and Whyte (2012) investigate the link between payouts and stock incentives among financial institutions with varying degree of regulation across depositories, insurers, and securities firms. Their findings show that managerial stock ownership is inversely related to dividend payouts across the institutions showing no evidence that the relationship occurs because of regulation since all institutions, regardless of the degree of regulation, exhibit the same inverse relationship between dividend payouts and management stock ownership. Their results support Collins et al., (1996) .
Data and Methodology
The data of this study consists of 759 commercial banks, drawn from Bankscope for the period 1993-2000. We began with 1993, which is the earliest possible data available from Bankscope, and we ended with 2000 to prevent any regulation/deregulation acts. Another reason to use data from 1993-2000 is to make the results comparable with Fama and French (2001) results. However, it is worth mentioning that the initial sample consisted of 1425 banks, of which several observations were dropped due to incomplete information on all the variables chosen in this study. The banks studied in this paper did not go into merger activities or perform any act that might cause structural changes. Table 1 shows the descriptive statistics of the sample. The Table shows an increasing trend for pay-out ratio and an increasing trend in percentage of the payers. In 1993, the pay-out ratio was 38% and became 55% by 2000. The percentage of payers also increased from 66% in 1993 to about 80% in 2000.
Model and Variables Definition
Using Fama and French's (2001) logit model framework, and by adopting the same procedures to quantify the propensity for paying dividends, we built the following multivariate logit model, as shown in Equation (1).
As mentioned above, we tried to keep our variable as close as possible to the variables used by Fama and French (2001) . To account for the size effect, we chose the log of total assets (LOGTA). We expected that the larger the bank size, the more likely it would be to pay dividends. The profitability is represented by two variables: return on assets (ROA), and return on equity (ROE). Again, we expected the higher the profitability the higher the pay-out ratio. The investment opportunity here is represented by the loan to total assets ratio (LOANTA); we hypothesized that the higher the assets' utilization through loans, the higher the pay-out will be. We further added the safety variable to account for the effect of safety considerations in the banking sector; two ratios were chosen: equity to total assets (EQUITYTA), and equity to total liabilities (EQUITYLI). Our expectations about these variables were mixed. On one hand, we believed that manager would want to compensate the shareholders if they participated more in financing the banks' activities, but on the other, if the manager wanted to keep the coverage ratio high, then we expected that he would retain a high portion of net income and be very reluctant to pay cash dividends. To examine the characteristics of dividends payers, we used logit regression, which was performed firstly for the whole period (1993) (1994) (1995) (1996) (1997) (1998) (1999) (2000) , and then on annual bases to test how the coefficients changed over time. Furthermore, we subsampled our overall sample according to their cash dividend-paying trends; here we had four different dividend-paying groups: banks which kept paying dividends for the whole period, banks which stopped paying, banks which paid more than the net income of the spot year, and banks which had already started paying. Table 1 shows the descriptive statistics of the data set analyzed in this paper. Table 2 presents the logit regression results for the whole sample of banks for the period 1993-2000. The results show a significant intercept when using either the whole sample or another time subsample, which indicates the stickiness of the dividends policy adopted by U.S. banks. The findings also show a positive relationship with total assets, return on equity, and equity to total assets, and a negative relationship with equity to total assets. Accordingly, it can be concluded that large banks with high equity tend to pay more dividends. For the safety ratios, we have two results. For EQUITYTA, we have a significant negative slope, which means the higher the equity the less the pay-out. This is a very interesting result because it tells us that managers do not care who finances their operations. The other result is related to the EQUITYLI ratio, which indicates a positive significant relationship between the dividends paid and the coverage ratio; the more the bank is covered, the more it will pay dividends. The other results reported in Table 2 show how the coefficients change over time. In general, the size, LOGTA, looks the most persistent variable in determining the pay-out policy. ROE is still significant for some periods. To make sure that we did not miss the effect of our selected variables on the future pay-out policy, we used logit again, but this time with the lagged dummy variable (namely year t-1). The results are shown in Table 2 . Table 2 confirms our results where LOGTA is still the most significant and persistent explanatory variable, followed by ROA, which still has some explanatory power. In Table 3 , we utilized the logit estimates to make expectations about the next period pay-out ratio. Starting with 1994, we compared the actual pay-out ratio with the logit equation gained by using 1993 data. The results are represented in the last three columns of Table 3 which show that the actual dividends paid exceeded the expected dividends, reflecting the increasing propensity of banks to pay. This result is very interesting because Fama and French never reported such a result for the whole stage of their analysis. In general, when firms have a growing propensity to pay dividends (including banks), estimations tend to underestimate the future dividends, and vice versa.
Empirical Results
Our next step was to repeat what we had already done, this time using several subsets. The reason for doing this was that we had already noticed that there were four distinctive trends in dividends policy. Table 4 and Table 5 report the results for the banks that had never cut paying dividends (which counts for about 70% of the total sample). The results are not much different from what those we reported in Table 2 , in which this subsample counts for 70% or more of our entire sample. We still can see the significant positive effect of LOGTA. Table 6 and Table 7 report the results of the banks that had stopped paying dividends for at least two years. Astonishingly, the size effect disappeared totally when using logit for the entire period. The only significant variable was LOANTA, which was still negative. Nothing changed in Table 7 , except losing the significance of the LOANTA, The interesting part, if we assume that somebody will use these insignificant estimates, is that the expectations start exceeding the actual dividends' ratio. The explanation is that shareholders think that the bank is still paying when it has stopped doing so. Table 8 and Table 9 reports the results for those banks which made at least two payments during the study period, exceeding their net income for those years. The results also fail to report any significant variables. We believe that the reason behind those results is the extraordinary nature of these payments. Most of the banks did this once or twice and no more. But what is unique in this case is the loss of the trend of the expectations. The last sample of our analysis is represented in Table 10 and Table 11 . The subsample here consists of the banks that had already started paying dividends. This sample is the smallest in size (relative to the others). The result is the significant coefficient of LOGTA for the whole period, and from Table 10 we can see that most variables are Vol. 4, No. 9; 2012 significant except LOANTA; however, significant parameters do not exist for any single period. The last column of Table 11 shows the growing propensity to pay throughout the whole period during which the expectations never exceeded the actual dividends paid. The dependent variable is 1 in year t if the bank pays dividends, 0 otherwise. The explanatory variables are Log of Total Assets (LOGTA),
Return on Assets (ROA), Return on Equity (ROE), Loan to Total Assets (LOAN_TA), Equity to Total Assets (EQUITYTA), and Equity to Total Liabilities (EQUITYLI). This table shows the means (across years) of the reg ression intercept (C) and slopes, and the significant tstatistics for the means are given in parentheses. Using the same explanatory variables, we also used 1993 as a base period to estimate logit regressions that explain whether a bank pays dividends. Starting out expectations from 1993 logit (Expected) we compare it with the Actual numbers of 1994, and so on.
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Conclusions
This paper employed Fama and French's (2001) logit model to explore an idea about the dividend-paying propensity adopted by U.S. banks and to explain dividend pay-out ratios in the U.S. banking sector. Our findings show that banks, in general, kept paying dividends at increasing rates. The findings also show that the main factors affecting dividend-paying in banks are the total assets, return on equity, and equity to liability ratio. The first two variables affect the dividend pay-out positively, and the third affects it negatively. For comparative reasons, we break down our sample into subsets according to their recent dividend-paying characteristics to account for the changes of the regression parameters for each group (never stopped paying, never paid, stopped paying, and started paying). The only group that shows real significant coefficients for all variables is the "started paying" group.
